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(2) Require the HFA to assume a 
higher portion of risk for the subject 
and future mortgages; 

(3) Recommend to the Commissioner 
that the HFA be required to contract 
its loan servicing or property disposi-
tion functions to a third party; 

(4) Recommend to the Commissioner 
that the mortgage insurance be termi-
nated in cases of fraud or material mis-
representation by the HFA, or transfer 
of interest in an insured mortgage or 
assignment of the mortgage not in ac-
cord with the requirements of this 
part; 

(5) Recommend to the Commissioner 
that approval for the HFA to partici-
pate in the program be suspended or 
withdrawn; 

(6) Recommend to the Commissioner 
that the HFA’s mortgagee approval be 
withdrawn pursuant to 24 CFR part 25 
and/or that penalties be imposed pursu-
ant to 24 CFR part 30; 

(7) Require additional financial or 
other reports as may be necessary to 
monitor the activities of the HFA more 
closely. 

(b) Actions by Headquarters. HUD 
Headquarters may impose any of the 
sanctions set forth or recommended in 
paragraph (a) of this section based 
upon its responsibilities for monitoring 
and overall program oversight. 

(c) Effect of suspension or withdrawal. 
A suspension or withdrawal action will 
not affect any mortgage insurance en-
dorsement in effect on the date of the 
suspension or withdrawal action. 

(d) HFA right to informal hearing. (1) 
Any sanction imposed by a Designated 
Office in writing will be immediately 
effective, will state the grounds for the 
action, and provide for the HFA’s right 
to an informal hearing before the Des-
ignated Office Representative or his or 
her designee in the Designated Office. 
The HFA may request an informal 
hearing within 10 working days of re-
ceipt of the suspension or withdrawal 
action and the Designated Office shall 
give the HFA an opportunity to be 
heard within 10 working days of receipt 
of the HFA’s request. The HFA may be 
represented by counsel. The Designated 
Office Representative, or his or her des-
ignee, will advise the HFA in writing of 
the decision within 10 working days of 

the informal hearing, which decision 
will constitute final HUD action. 

(2) Sanctions imposed by Head-
quarters will be handled in a similar 
manner, except that the informal hear-
ing shall be before the Commissioner 
or his or her designee. 

§ 266.130 Reinsurance. 
Reinsurance will be permitted for the 

portion of the HFA risk, subject to the 
following requirements: 

(a) Neither HUD’s nor the HFA’s po-
sition shall be subordinated; 

(b) The reinsurance may not be used 
to reduce any reserve or fund balance 
requirements; and 

(c) Such reinsurance does not incur 
an obligation to the Federal Govern-
ment. 

Subpart C—Program 
Requirements 

§ 266.200 Eligible projects. 
(a) Minimum project size. Projects in-

sured under this part must consist of 
five or more rental dwelling units (in-
cluding cooperative dwelling units) on 
one site. The site may consist of two or 
more non-contiguous parcels of land 
situated so as to comprise a readily 
marketable real estate entity within 
an area small enough to allow conven-
ient and efficient management. The 
units may be detached, semi-detached, 
row houses, multifamily structures, or 
mobile home parks (exclusive of the 
mobile homes). 

(b) New construction or substantial re-
habilitation. Insurance under this part 
shall be for the purpose of financing 
the new construction or substantial re-
habilitation of projects meeting the 
other requirements of this part as fol-
lows: 

(1) New construction occurs when all 
project and construction elements are 
installed as part of the work. 

(2) Substantial rehabilitation is any 
combination of the following work to 
the existing facilities of a project that 
aggregates to at least 15 percent of 
project’s value after the rehabilitation 
and that results in material improve-
ment of the project’s economic life, 
liveability, marketability, and profit-
ability: Replacement, alteration and/or 
modernization of building spaces, long- 
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lived building or mechanical system 
components, or project facilities. Sub-
stantial rehabilitation may include but 
not consist solely of any combination 
of: minor repairs, replacement of short- 
lived building or mechanical system 
components, cosmetic work, or new 
project additions. 

(c) Existing projects. Financing of ex-
isting properties without substantial 
rehabilitation is allowed. 

(1) If an existing multifamily project 
is being acquired and HUD insurance 
under this part will be used to facili-
tate the acquisition of projects to in-
crease the supply of affordable housing, 
such acquisitions are permissible if the 
HUD insured mortgage does not exceed 
the sum of the total cost of acquisi-
tion, cost of financing, cost of repairs, 
and reasonable transaction costs as de-
termined by the Commissioner. 

(2) If the property is subject to an 
HFA-financed loan to be refinanced and 
such refinancing will result in the pres-
ervation of affordable housing, refi-
nancing of these properties is permis-
sible if project occupancy is not less 
than 93 percent (to include consider-
ation of rent in arrears), based on the 
average occupancy in the project over 
the most recent 12 months, and the 
mortgage does not exceed an amount 
supportable by the lower of the unit 
rents being collected under the rental 
assistance agreement or the unit rents 
being collected at unassisted projects 
in the market area that are similar in 
amenities and location to the project 
for which insurance is being requested. 
The HUD-insured mortgage may not 
exceed the sum of the existing indebt-
edness, cost of refinancing, the cost of 
repairs and reasonable transaction 
costs as determined by the Commis-
sioner. If a loan to be refinanced has 
been in default within the 12 months 
prior to application for refinancing, the 
HFA must assume not less than 50 per-
cent of the risk. 

(d) Projects receiving Section 8 rental 
subsidies or other rental subsidies. 
Projects receiving project-based hous-
ing assistance payments under section 
8 of the U.S. Housing Act of 1937 or 
other rental subsidies and meeting the 
requirements of this part may be in-
sured under this part only if the mort-
gage does not exceed an amount sup-

portable by the lower of the unit rents 
being or to be collected under the rent-
al assistance agreement or the unit 
rents being collected at unassisted 
projects in the market that are similar 
in amenities and location to the 
project for which insurance is being re-
quested. 

(e) SRO projects. Single room occu-
pancy (SRO) projects, as defined in 
§ 266.5, are eligible for insurance under 
this part. Units in SRO projects must 
be subject to 30-day or longer leases; 
however, rent payments may be made 
on a weekly basis in SRO projects. 

(f) Board and care/assisted living facili-
ties. Board and care projects and as-
sisted living facilities may be insured 
if the facilities meet the definition of 
those terms in § 266.5. 

(g) Elderly projects. Projects or parts 
of projects specifically designed for the 
use and occupancy by elderly families. 
An elderly family means any household 
where the head or spouse is 62 years of 
age or older, and also any single person 
who is 62 years of age or older. 

(h) Zoning requirements. Projects in-
sured under this part must meet appli-
cable zoning and other State/local gov-
ernment requirements. 

§ 266.205 Ineligible projects. 
The following projects and facilities 

are not eligible for insurance under 
this part: 

(a) Transient housing or hotels. Rental 
for transient or hotel purposes. For 
purposes of this part, rental for tran-
sient or hotel purposes means: 

(1) Rental for any period less than 30 
days, or 

(2) Any rental, if the occupants of the 
housing accommodations are provided 
customary hotel services such as room 
service for food and beverages, maid 
service, furnishing and laundering of 
linens, or valet service. 

(b) Projects in military impact areas. A 
project located in a military impact 
area, as determined by HUD. A mili-
tary impact area is generally a small 
or medium size metropolitan housing 
market area or a remote or isolated 
nonmetropolitan area where: 

(1) Military-connected households 
comprise 25 percent or more of the 
total households in the market area. 
Military-connected households include 
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